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Unit 1 China Builds Its NASDAQ

[Think about it]

1. What are the functions of stock markets in your opinion?
2. Why is capital so important for the development of a company?

3. From which channels can a company gain access to enough capital to grow mature?

[Read about it

Equity market expansion has brought significant investment opportunities to the SME
board, which is expected to become China’s NASDAQ.

China CAMC Engineering Co. Ltd. , the first company to go public in China since the
stock market resumed its financing function, was listed on Shenzhen’s small and medium en-
terprises (SME) board on June 19, with its price rising 332 percent on its debut.

When Microsoft was listed on NASDAQ 20 years ago, it barely reached the low threshold
price for small board entry, with total assets of just $2 million and an equity price of only 15
cents. Yet in July 1999, Microsoft became the leader in the global software industry and the
largest company by market value in the world, with a market value of $ 500 billion and a NAS-
DAQ stock price over $ 100 per share.

Some people are expecting a Chinese counterpart of Microsoft can emerge on China’ s SME
board.

Making a fortune for tech companies

“Capital markets should serve those enterprises playing an important role in promoting e-
conomic development,” said Huang Huaguo, former NASDAQ Chief Representative in China.

So what are such enterprises in China?

According to statistics of the Ministry of Science and Technology ( MOST) , about 66 per-
cent of patents are awarded to SMEs, which are also responsible for more than 74 percent of
technological innovations and over 82 percent of new product development. SMEs have already
become the mainstay of technological innovation.

However, SMEs have difficulty in financing. After the launch of the SME board two years
ago, there are only 50 listed companies on the SME board, with accumulated finance of only 12
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billion yuan and a market value of less than 50 billion yuan. Yet technological SMEs number
130 000.

Resumption of IPOs on June 19 this year may be seen as an opportunity for SME board ex-
pansion. It’s reported five companies that would qualify for the SME board are among the first
batch of six IPO approvals.

In early June, the China Securities Regulatory Commission ( CSRC) said that relevant de-
partments are planning to speed up the process of SME board expansion by three IPOs per
week. The actual speed is expected to be even faster. Suppose the average market value of
newly listed companies is around 600 million yuan before the end of 2006. At a rate of three
IPOs per week, the SME board will be injected with at least 24 billion yuan in the next three
months. At this rate, the SME board’ s floating market value will reach 70 billion yuan.

Prime time

According to Cheng Siwei, Vice Chairman of the Standing Committee of the National Peo-
ple’s Congress, the next step for the SME board is to establish a Growth Enterprise Market
(GEM) and finally develop a multi-layered market system like that of NASDAQ.

Currently, the SME board’ s scale and speed of development are inadequate to meet the
needs of technological enterprises. Ma Haodong, assistant to the president of the Shenzhen
Stock Exchange (SSE), has put forward four proposals

® Promoting innovation of the whole system, adopting flexible listing standards, simplify-
ing financing procedures, enhancing financing efficiency and putting forward convenient meas-
ures in line with the development of technological enterprises;

¢ Introducing the market maker rule;

¢ Piloting the market-oriented exit system as soon as possible;

® Further exploring the interactive system between different market levels and realizing
development of mutual support and coordination among different boards.

In April, an authoritative report pointed out that the external conditions for promoting the
GEM board were already mature and from November this year to next May would be the prime
time to do this. The best way of building the GEM board is to urge the SME board to transition
to a GEM board, according to the report. The report, titled “A Study on China Growth Enter-
prise Market Board”, was written by a core organization composed of experts from the State
Council, the CSRC, the MOST and the SSE, with Cheng Siwei as the chief advisor.

Imitating NASDAQ

How can the SME board emulate NASDAQ? “High-tech, high growth and innovation, are
general characteristics of NASDAQ,” concluded Huang Huaguo. He pointed out NASDAQ had
succeeded by meeting the needs of U. S. economic development and providing financing service
for enterprises capable of best promoting economic development.

In the United States, NASDAQ is the cradle of the new economy and a propelling engine
for hi-tech enterprises. According to statistics, 93.6 percent of listed software companies, 84. 8
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Unit 1 China Builds Its NASDAQ

percent of listed semiconductor companies, 84. 5 percent of listed computer and derivative
equipment companies, and 81. 7 percent of listed telecommunication companies are listed on
NASDAQ. These companies include Microsoft, Intel, Yahoo, Apple and Dell.

Huang pointed out that the design of every market should be consistent with economic de-
velopment of the country. “If a market can’t reflect the objective situation of economic devel-
opment, the market itself should be reviewed. ”

In 2005, the SSE investigated 3,328 key SMEs, with the result that about 97 percent of
enterprises were alienated from the capital market, even though they were qualified as growth
companies.

The initial design of the SME board followed the main board’ s listing standards, which
gave those SMEs eager to finance an impression that the SME board was hard to enter.

However, the situation is entirely different on NASDAQ, with listing standards fairly di-
verse. NASDAQ has two boards, the National Market and the Small Cap Market, the latter of
which is now renamed the Capital Market. They have different listing standards. The National
Market has a relatively low requirement on enterprise profitability. For enterprises with equity of
$ 15 million, it only requires $ 1 million net income in a new accounting year or two among
the past three accounting years. There is no requirement on profitability for those enterprises
with equity of more than $ 30 million.

Huang said that China’ s SME board should make a set of standards of listing requirements
and management, which is consistent with its own orientation.

Regulation first

Flexible listing but strict regulation after listing is NASDAQ’ s method.

For instance, NASDAQ’ s National Market makes no requirements on enterprise profit-
ability for those enterprises with equity more than $ 30 million, but requires companies to have
open prices of more than $ 5 when listing and not lower than $ 1 in future listings. If a compa-
ny’s stock price does not meet the above requirements, it will be downgraded to the Capital
Market or de-listed and placed on the over-the-counter bulletin board (OTCBB). Conversely,
if a company listed on the Capital Market performs well, it may apply for listing on the National
Market once it meets the needs of the National Market and passes a relatively stable observation
period.

In fact, the NASDAQ daily surveillance is quite effective, with a vast array of sophisticat-
ed automated systems reviewing each trade and quoting prices online on a real-time basis, tak-
ing into account rumors, news, emergency incidents and information from around the world.
This helps to identify unusual trades. Once there is a problem, it will be dealt with according to
its graveness and urgency.

Huang also noted that a key point to the success of the U. S. capital market is that the U. S.
law protects only investors. If you want people to invest in a market, you must make them trust

the market and believe that the law protects their interests.
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Huang considered that regulation of China’ s SME board needs to adhere to principles of
self-discipline and accommodate the present law. But Huang emphasized that it is the responsi-
bility of the market to regulate listed companies, with the ultimate goal of protecting investors.

A venture capital fund exit system

NASDAQ has taken on the responsibility to provide not only a convenient financing chan-
nel for SMEs but also an exit system for venture capital (VC) funds since its establishment.

Similarly, design of China’s SME board can also incorporate an exit system for VC funds,
according to Huang.

Statistics show that as of 2005, 553 VC projects had exited, of which 55.9 percent exited
through mergers and acquisitions ( M&As) and 33. 1 percent through listing. Among foreign —
invested VC projects, 35 percent exited through M&As and 58 percent through listing. Among
domestic-funded VC projects, 69 percent exited through M&As and 17 percent through listing.

Among 183 projects exiting through the stock market, 76 percent exited through overseas
capital markets and 24 percent through domestic markets.

A lack of an exit system thus hinders the long-term development of the local VC fund mar-
ket, as evidenced by the above statistics.

Huang held that domestic VC fund has requirement of exiting through domestic market,
and “it should be a responsibility of the SME board” .

Adopting the market maker rule

NASDAQ is famous for its Market Maker Rule, under which each listed company has an
average of 15 market makers, while a company to be listed should have at least three market
makers as guarantee. These market makers include investment banks, brokerage companies,
brokers or independent stock traders, whose responsibility is to stand ready every second of the
trading day to provide an ask and bid price. So, at NASDAQ, buyers and sellers need not ap-
pear simultaneously, and the market maker can affect transactions for them both.

Huang considered that this “Market Maker Rule” plays an important role in activating
market trades, increasing liquidity and maintaining market stability. The introduction of the
Market Maker Rule can also be feasible in the development of China’s SME board by imple-

menting strict regulations at the outset.

Glosar

1. resume . begin (sth. ) again or continue (sth. ) after stopping for a time &
BITIR , (105 ) 4keERE1T (L Y)

2. list v. to put (oneself) in a specific category 51j 4 , 32 ( D) HAR %
#

3. debut n. the beginning of a course of action & , &

4. threshold n. point of entering or beginning sth. A |7, 24 , v

3. counterpart n. person or thing that corresponds to or has the same function as sb or

4.




Unit 1 China Builds Its NASDAQ

6. mainstay n.
7. resumption n.
8. inject v.

9. multi-layered  adj.

10. pilot .
11. emulate v.
12. cradle n.

13. derivative adj.

14. downgrade v.

15. de-list v.

16. surveillance n.

17. real-time adj.

18. self-discipline n.

19. accommodate 1.

20. incorporate v

21. hinder v.
22. broker n.
23. feasible adj.
[Phrases|

sth. else SN A A HRIZIBEM AR Y

a chief support FEHKTE

the act or an instance of resuming; a beginning again ¥ FF 45, 4%
ST

to force or drive (a fluid) into something 7 A

having or involving several distinct layers, strata, or levels Z/2 KK
to steer or control the course of 5| fEHlHE (7] i guide)
to strive to equal or excel, especially through imitation 3 4+, 4+ B
FETAER , LHE S

a place of origin; a birthplace %& it , H 4= Hb

derived from sth. else; not original B AEEYyEARH , JEMAIH
reduce sb. /sth. to a lower grade, rank or level of importance {§i%t
NEEYER RS EE

to remove from a list; especially, to remove (a security) from the
list of securities that may be dealt in on a particular exchange #IiF
FEMN EHHESFERE, 10 A F RS R E

the act of observing or the condition of being observed Wi%f , 5
the actual time during which something takes place 3ZH}
correction or regulation of oneself for the sake of improvement 53
g, |

to make suitable; adapt {§iE 5] , 4

make sth. part of a whole; include %ﬁg%ﬁﬁﬁf,@@

to obstruct or delay the progress of PH A3 ZXELH#------ IO puy

one that acts as an agent for others, as in negotiating contracts, pur-
chases, or sales in return for a fee or commission 2243 A

capable of being accomplished or brought about; possible A 474,
ATRERY

1. go public (BE) b7

e. g. This company is funded by US investment, with the target to go public in the near fu-

ture

ARIERT B, T RIER AR £,

As start-ups surpass revenues of $100m, the pressure on them to go public tends to

grow.

EFHE/DABFERABT 1 {255, BER TN EHNENRSIA.,
2. qualify for FHFEH,SH

e.g. The company does not qualify for a government grant.




CEEYLEE: &

RRN FAEA RAEERBIFAEIE

e. g. There are three types of business loans that you may qualify for.
H R R B 18 S AT AR 54

. speed up fEfn{RE BE

e. g. Improve quality, cut cost, speed up for competitive edge.
RE TR I A 8RB KBRS R,

e.g. We must speed up the pace of our economic reform.
HATLIFINHE 2 57 2k B 9 K.

e. g. Admittedly, the reform in non-tradable shares has sped up development of the stock
market in recent years.

AR ERIR 3T A X IR FOE BB Db T % B 5 5 8 SRS

. prime time #4:tH]

€. g. In August the SARFT banned advertisements from prime time (5:00 PM to 8.00
PM) television programs from September 1. ,
ARG PETERFEAES, A9 A 1 B, ZIERAERENB(FFAA
Blir b 8 R IR E R

e. g The 21st century should be the prime time for world tourism industry.

21 HELEKE R S BR B o S B 2

. in line with #&&, 5------ —

e. g. We must point out that our price is exactly in line with the ruling market.
DIIE R, BRI I E & FENHH T HTE.

e.g. China has adopted many business practices that are in line with the international con-
ventions. .

FERR THEHEERRANZSETR,

. be capable of Bt , HRES

e. g. These systems must be capable of containing or deflecting falling objects.
XA B AR R ERERE Y 1,

e. g. Unlike those in the West, our young investors are less capable of taking advantage of
investment cycles.

SETERERR, RERFHEZBRR , F BT RN 25,

. be consistent with &4, -3

€. g. I left as early as it was consistent with politeness.

REARILWER TRINEET,

e. g. Our investment in Bombay Stock Exchange (BSE) is consistent with our strategy of
building an Asian Gateway for securities and derivatives.
AR T B (AT, S RA RIS SR A= R B W ARSI — 3,

. be alienated from [2 Bt

be alienated from reality i} 85 32 R

.6 -



Unit 1 China Builds Its NASDAQ

e. g. She was alienated from her friend by her foolish behavior.
1t ) B EEAT A AR B T A

e. g. Commodity market is more influenced by climatic factors and political factors, so it is
somewhat alienated from economic decisions, while the stock market is directly influ-
enced by political and economic decisions as they affect the company’ s earnings di-
rectly.
BT HE S ZBRSHBOGERE R W, B 52 5 BORH R8T , Rk
EiigH TARBEMNEERBIAMARBORWP M2 AR W,

. apply for iR, HiF

apply for a job, post, passport, visa i T4E, B, PR, &iF
e. g You may apply for tickets in person or by letter.
AT EFE TR ERBHFIRURGEERK,
e. g Limited liability companies must submit the following documents when applying for the

listing of their shares to the Securities Supervisory Institutions of the State Council.

FEHR R LR, A R A LA E 5 B M S5 S AR 3 A T 3.

10. adhere to i

11.

12.

e.g. We adhere to the principle that everyone should be treated fairly.
FATL IR Ry AABLBOF 5538 155X — RN

e.g. We adhere to an independent foreign policy of peace.
HATRFRRITMT B ERAPIN LB

e.g. Banking financial institutions will be guided to adhere to market orientation, in-
tegrate business outlets, widen electronic service channels, optimize business proce-
dures and actively strengthen and improve all-round financial services for clients.
SIRRITREMIMERUT SRR ITH, BEBEUNA, FRBRTFRSE
i, A %5 W , BUR ISR B B P 2 T A& RAR % .

take on R, E% _

e.g. We can’t take on any more work we’re fully stretched (i.e. working to the utmost
of our powers) at the moment.
BIMNAEEEZELZNITET —HHNCEL N URT,

e.g. The Chinese government firmly supports the document and will spare no efforts to
take on its responsibilities.
o BN R RE ST AR IR 2 GK B SO, BB AR IR I X 55 .

at the outset F#], 14

e. g. Problems arose at the very outset.
NIRIEE S, BB D] T HE,

e. g Beijing insisted at the outset that its steel producers would not pay higher iron ore
prices. ‘

B, P EEN B ERKE AL B R0 A%k,
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Special terms|

1. SME board /ML AR
2. market value THME

3. capital market RATY

4. listed company BEETAF
5. IPO (Initial Public Offerings) BRATFHR
6. GEM AR &
7. listing standards LR

8. market maker G

9. market maker rule AT e 1
10. growth company RIBFFREIAE]
11. open price DTG

12. venture capital B BE A

13. stock market BEH

14. investment bank BRERT

15. stock brokerage company W3R/ A

1. CAMC Engineering Co. , Ltd. = ER TREHE R A

China CAMC Engineering Co. , Ltd. (CAMCE) is an incorporated company registered with
the Ministry of Commerce of the People’ s Republic of China. It was incorporated by reputa-
ble and industry noted domestic foreign trade companies, design institutes, machinery man-
ufacturers and construction companies. CAMCE is listed in Shenzhen Stock Exchange in
June 2006 (Stock Code: 002051). CAMCE’ s business mainly covers engineering procure-
ment construction (EPC) projects. The scope includes overseas projects and international
biddings within China; equipment and materials export for overseas projects; labor services
for oversea projects, production and service functions; import and export business for prod-
ucts and technologies; processing of raw materials sourced from overseas, counter trade and

entrepot trade.

. SME boeard /N AR

The SMEB was established as a means to developing a “second board” -type Growth Enter-
prise Board, which aimed at providing a conduit for meeting the long-term financing needs
of SMEs, especially high-technology and high-growth enterprises, with significantly less
stringent listing requirements than those for the main board. It is used as an intermediate
approach to establishing a multi-tier stock market. The Implementation Scheme has laid
down six guiding principles for the SMEB, which ensure that the SMEB remains a section of

. 8.



Unit 1 China Builds Its NASDAQ

the main board, and requires compliance to existing laws, rules and regulations, including
listing requirements and procedures, while they have some degree of independence and i-
dentity separated from the main board, yet providing the flexibility needed for changes in the
future.

VAR TS, AP SURR AR AR T R AR 5, BARXT T RA KRB RN
AN ERTHTER, RO REERF/PESVMER S AL, 19 HERHE, —
AR KBRS I EHnHER /A Rl R BTSN TG M 5 438 5 BrfE b L7
Gif. BT 20 42, SRR B MR GBS W T, MHIINTH XFEBEREAHN
YaZAb. B 20 4 60 FRGE, LIRERRRNIEFBERM X T e /Nl 4
A IR YR I, FFHR K 1R & B R/ AR T .

Microsoft %%k /) H)

Microsoft Corporation is an American multinational computer technology corporation with
79,000 employees in 102 countries and global annual revenue of US $51. 12 billion as of
2007. In 1975 Bill Gates and Paul G. Allen, two boyhood friends from Seattle, converted
BASIC, a popular mainframe programming language, for use on an early personal computer
(PC), the Altair. Shortly afterward Gates and Allen founded Microsoft, deriving the name
from the words “ microcomputer” and “software”. During the next few years they refined
BASIC and developed other programming languages. In 1980 International Business Ma-
chines Corporation (IBM) asked Microsoft to produce the essential software, or operating
system, for its first personal computer, the IBM PC. Microsoft purchased an operating sys-
tem from another company, modified it, and renamed it MS-DOS ( Microsoft Disk Operating
System). MS-DOS was released with the IBM PC in 1981. Thereafter, most manufacturers
of personal computers licensed MS-DOS as their operating system, generating vast revenues

for Microsoft.

. NASDAQ #4#rik g

NASDAQ, acronym for the National Association of Securities Dealers Automated Quotation
system, is one of the largest markets in the world for the trading of stocks. The number of
companies listed on NASDAQ is more than that on any of the other stock exchanges in the
United States, including the New York Stock Exchange (NYSE) and the American Stock
Exchange (AMEX). The majority of companies listed on NASDAQ are smaller than most of
those on the NYSE and AMEX. NASDAQ has become known as the home of new technology
companies, particularly computer and computer-related businesses. Unlike other stock ex-
changes, NASDAQ has no central location where trading takes place. Instead, its market
makers are located all over the country and make trades by telephone and via the Intemnet.
Because brokers and market makers trade stocks directly instead of on the floor of a stock

exchange, NASDAQ is called an over-the-counter market.

. capital market A Tii%

Different from money markets which provide short-term debt financing and investment, the

.9.
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capital market is the market for securities, where companies and governments can raise
long-term funds. The capital market includes the stock market and the bond market. Finan-
cial regulators, such as the U.S. Securities and Exchange Commission, oversee the capital
markets in their designated countries to ensure that investors are protected against fraud.
The capital markets consist of the primary market, where new issues are distributed to inves-
tors, and the secondary market, where existing securities are traded.

Initial Public Offering (IPO) B XK AF RITHRE

IPO, also referred to simply as a “public offering”, is when a company issues common

stock to the public for the first time. They are often issued by smaller, younger companies
seeking capital to expand, but can also be done by large privately-owned companies looking
to become publicly traded. In an IPO, the issuer may obtain the assistance of an underwrit-
ing firm, which helps it determine what type of security to issue ( common or preferred ) ,
best offering price and time to bring it to market. IPOs can be a risky investment. For the
individual investor, it is tough to predict what the stock will do on its initial day of trading
and in the near future since there is often little historical data with which to analyze the com-
pany. Also, most IPOs are of companies going through a transitory growth period, and they

are therefore subject to additional uncertainty regarding their future value.

. China Securities Regulatory Commission & [Eif % B EHER 2

The China Securities Regulatory Commission ( CSRC) is an institution of the State Council
of the People’ s Republic of China (PRC). It is the main regulator for the mainland of the
PRC. TIts functions are similar to that of the U.S. Securities and Exchange Commission in
the United States. The CSRC has one chairman, four vice-chairmen, one secretary general ,
and two deputy secretaries generals. It has 13 functional departments or offices, 3 subordi-
nate centers, and one special committee. It also has 10 regional offices set up in key cities
around the country and a missionary office in every province, autonomous region, and cities

directly under the jurisdiction of the State Council.

. Shenzhen Stock Exchange &RYIE %355 i

The Shenzhen Stock Exchange (the SSE) is a national stock exchange under the China Se-
curities Regulatory Commission (the CSRC) , which provides a venue for securities trading.
A broad spectrum of market participants, including 540 listed companies, 35 million regis-
tered investors and 177 exchange members, create the market. Here buying and selling or-
ders are matched in a fair, open and orderly market, through an automated system to create

the best possible prices based on price-time priority.

. market maker rule {47 5 4 g

In foreign exchange trading, where most deals are conducted over-the-counter and are,
therefore, completely virtual, the market maker sells to and buys from its clients. Hence,
the client’ s loss and the spread is the market-maker firm’ s profit, which gets thus compen-

sated for the effort of providing liquidity in a competitive market. This extra liquidity re-
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Unit 1 China Builds Its NASDAQ

10.

11.

12.

13.

duces transaction costs and therefore facilitates trades for the clients, who would otherwise
have to accept a worse price or even not be able to trade at all. Most foreign exchange
trading firms are market makers and so are many banks, although not in all currency mar-
kets.
BT R R BE P A T R AR A 2 5 T 4 , M 3R Hr 3R 3 ( quote-driven ) 32 53 il BE , B 16
3538 5 B9 SE 32 i 249 p 47T 7 (market makers ) 43 i , KSR B9 B FEA EHECX AL
32, TR L AT R TP LA s SE il SR AT R B A X Ao A BT 4 3K S R 4 ¢
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WA Ve ARG AR 55 o AME . ERBSMCH S L, “MiH " B REENH
fRA R ARAT , X SeARAT AN W7 1) 17 34 1 S A B A 4, B DU R4, R B 7R
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Intel JE4F/R /N F)
Intel Corporation, founded in 1968 as Integrated Electronics Corporation, is a U. S. -based
multinational corporation that is best known for designing and manufacturing microproces-
sors and specialized integrated circuits. Intel also makes network cards, motherboard
chipsets, components, and other devices. Intel has advanced research projects in all as-
pects of semiconductor manufacturing, including MEMS.
Yahoo 7 1%
Short for Yet Another Hierarchical Officious Oracle, Yahoo is a World Wide Web directory
started by David Filo and Jerry Yang at Stanford University. The two began compiling and
categorizing Web pages in 1994. By 1996, they had one of the most popular Web sites and
a very valuable commodity. Now Yahoo! has been a popular search engine that allows us-
ers to locate Web sites by keyword search or from a list of categories.
Apple RN A H
Apple Inc. is an American consumer electronics multinational corporation with worldwide
annual sales in its fiscal year 2006 (ending September 30, 2006) of U.S. $ 19.3 billion.
Headquartered in Cupertino, California, Apple develops, sells, and supports a series of
personal computers, portable media players, computer software, and computer hardware
accessories. Apple went public on December 12, 1980. Within days, the price of a share
of Apple stock went from twenty-two dollars to twenty-nine. Apple was the most successful
initial public offering since Ford Motor Company went public in 1956. Apple hit the For-
tune 500 faster than any company had previously done, and soon was worth more than
many major corporations.
Dell #0558 /4
Dell Computer Corporation, originally known as PC’ s Limited, an intemnational computer
firm headquartered in Austin, Texas, designs, manufactures, sells and services IBM-com-
patible personal computers. By 1993 the company was listed among the Fortune 500,
owned fourteen international subsidiaries, employed more than 4,800 workers, sold com-
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